A MESSAGE FROM THE
SECRETARY OF THE TREASURY

| am pleased to present the fiscal year 1999 Financial Report of the United States
Government. The Report includes audited financial statementsthat cover the
Executive Branch, aswell as parts of the Legislative and Judicial branches of U.S.
Government. The Administration initiated the devel opment of thisfinancial report in
order to create what we believe is a practical management tool for policy-makers and
asource of useful information for the public about the assets, liabilities, and
operations of the government.

Thisreport is another significant milestone in our efforts, begun in 1994, to account
for the financia activities of the U.S. Government in atimely and professional manner.
Developing the capahility for the government to produce financial reportsin

accordance with generally accepted accounting principles is an enormous task.

| am also pleased to report that the standards devel oped by the Federal Accounting
Standards Advisory Board (FASAB) are now recognized by the American Institute of
Certified Public Accountants as being generally accepted accounting principles
(GAAP) for the Federal Government. Thisisamajor accomplishment. It will enhance
the acceptability of our reports and will add to the level of financial professionalism
throughout the U.S. Government.

Significant progress continues to be made in the area of financial management. More
agencies are completing their financial statements on time and the quality of the data
continues to improve. The successful Y ear 2000 remediation process has resulted in
better systems and we have established, through the Joint Financial Management
Improvement Program, a government-wide financial software certification process
that is beginning to ensure that commercial systems meet the government’ s needs.

Despite this progress, we have much yet to achieve. A great deal of additional effort
will be necessary to fully implement an entirely new and reliable system of reporting

on the operations of the U.S. Government. The audit report from the General
Accounting Office (GAO) discusses many significant areas in which the reliability of
the current financial statements need to be improved before the GAO will be ableto

render an opinion on these statements.

We are committed to producing and reporting financial information that meets the

highest standards of integrity, and to provide to the American people the
accountability and professionalism they expect from their government.

L}% . o/w

Law rence H. Sum mers
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Fiscal 1999 Financial Report
of the United States Government

Management’s Discussion and Analysis

“No other entity
in the world compares
In size, scope and complexity
to the U.S. Government . . .”

Introduction

No other entity intheworld
comparesin size, scope and

complexitytotheU.S. Gov ern- « Main tain strong, ready * Supportthetransportation
ment. A civilian Federal  andmodernmilitary system.
workforce of nearly twomil lion  forces, « Helpeconomi caly dis-
individualsservesadi verseNa- . T

- et « Providecriticalinterna-  tressed ur banand rural com
tion of morethan 270 mil lion tional leader ship. munities.

Ameri cans. TheFederal Gov- _
ernmentisthelargestlandowner  « Contributetoenergy se-
intheworld. Itsbud geted spend- ~ curity.

+ Assist States and localities
inprovidingessential educa
tion and training.

ing for fiscal 1999 was $1.7 tril- . i

Iic?n. Protectth.eenw ronment. . promote health care.
Toful fill itsconsti tutional :j Et_oqstagn cul tural pro- + Fosterincomesecurity.

mandates, theU.S. Government ~ GuCtivity. « Providebenefitsand ser-

undertakesawidevarietyof pro-  * Facilitate comnmerceand  VIcestoveterans.

grams to: support housing. « Administerjustice.

Through the bud get pro cess, the Presi dent and Con gressde-
Th B d t cide how much to spend and tax in any onefis cal year. The Fed-
e u g e eral bud get, of course, isnot theonly bud get that af fectsthe
economy ortheAmeri canpeople. Thebudgetsof Stateandlocal
an d EC onom y gov ernmentshaveanimpactaswell. Fed eral Gov ernment
spendingwasalittlelessthan 19 per cent of the grossdo mestic
prod uct (or GDP, which measuresthe size of the econ omy) in
1999, the low est since 1966.
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Continued Improvement in Fiscal Performance

Seven years ago, the Fed eral bud-
getdefi cithadex ploded. It domi nated
theGov ernment’ sabil ity tomakepol-
icy andimposedaninsidi ousbur den
on our econ omy. In 1992, the $290
bil liondeficitwasthelargestin
Americanhistory andwasprojected
tocontinuespi ral ingupwardwithout
restraint. Theeconomy suf fered, in-
ter estrateswerehighandjob creation
stalled. Capi tal that should have been
usedfor productiveinvestmentsto
createnew jobs was used to finance
the Government’smassivedef i
cit-drivenborrowing.

In 1993, the Om ni busBud get Rec-
oncil i ationActwassigned. Itsdef i cit
reductionplanwastocut thedef i citin
half asaper cent age of the econ omy
in5years. That goal wasmetinonly 3
years. The1997 Bal anced Bud get Act
proposedtoelimi natetheFederal def-
i cit by fiscal 2002. Infact, it reached
its goal 4 years ahead of sched ule,
producing the first budgetsurplus
($69bil lion)inagenerationin1998.

We can now look back with pride at
our progressand ahead with confi
dence aswe con sider the suc cess of
our fiscal disci plineandtheopportu-
nity to build upon it. To day we have
lower inter est rates, ahigher level of
investment and unprecedentedpros
per ity. Our econ omy has added more
than 20 mil lion new jobs. Theunem-
ployment rate is the lowestin 30
years; the wel farerolls are down by
more than 50 per cent since 1993; the
coreinflationrateisthelow estin 35
years, and more Amer i cansown their
homesthan at any timein our history.
Strong eco nomic growth and passage
of defi citreductionprogramsplaced
thebudget onitspathtoward sur plus.

The fiscal disci plinewehavedenr
onstrated, combined with a
fast-growingeconomy andrising
stock mar ket, contributed to another
uni fied Fed eral bud get sur plusinfis
cal 1999 of $124 bil lion. That was
$55 il lionabovethesur plusinfiscal
1998. The surplusrel ativetoGDP
amounted to 1.4 per cent in 1999, the
highest suchratioinal most 50years.
Fed eral debt held by thepub licwas
reduced by morethan $85 bil lionin
fiscal 1999 and by atotal of al most
$140 bil lion over thelast 2 years.

(Inbllons of ddhrs)
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“Today we have lower interest rates, a
higher level of investment and
unprecedented prosperity. ”

Thesewerethefirst reductionsin
pub licly held debt since 1969 and the
larg est debt reductionsinhistory.

Re ceiptsin creased by about 6 per-
centinfiscal 1999 to $1,827 hil lion.
This was slower growth than the 9
per centincreaseinfiscal 1998. The
slow downmainly reflectedadecline
innet cor poratetax receipts, thefirst
since 1990, duein part toweak nessin
over seasecon omies, whichdamp-
ened profitsof U.S. ex porters. Indk
vid ual incomeand pay roll tax re
ceipts also grew more slowly in 1999
but still posted asiz able 6.5 per cent
increase.

Growth of out layswasheldtojust
over 3 per centinfiscal 1999, risingto
$1,703 bil lion. Thein creasewasin
linewith thegainin 1998. Out laysin
relationtoGDP werethe small est
since1974, dip pingtoan 18.7 per cent
share from 19.1 per centin fiscal
1998.

Pushing out lays down was adrop
of $13 bil lioninnetin ter est pay
ments, reflecting theshrink ing size of
the Fed eral debt and thereplacement
of older debt with new debt at lower

inter estrates. M edicarepay ments
alsofell modestly overthefiscal year.

Spending in creased for most other
major Federal Governmentfunctions,
includingdefense(up 2.4 per cent af-
ter asmall declinein 1998) and Social
Security (upabout 3 percent in fiscal
1999). Thelargest per cent agegain by
far amongthemajor spending cat ego-
rieswas for farm price sup ports, re
flectinglargeoutlaysof theCommod-
ity Credit Cor porationinthewake of
depressedagri cul tural prices.

Accordingto the Fiscal Year 2001
Bud get, thetotal uni fied bud get sur-
plusesareprojected toin crease each
year throughout theforecast hori zon
t02010. TheAdministrationiscom-
mit ted to using the bulk of the sur
plusesto strengthen and mod ernize
theSocial SecurityandMedicarepro-
grams;investinkey prioritiesthat
will extendtheeconomicex pansion,
such ased u cation; and pay down the
publicly helddebt. Under Adminis
trationproposals,the current $3.6 tril
lion of debt held by the publicis pre
jectedtobecompletely elimi nated on
anet basisby 2013.
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Continued Strong Economic Performance

Fiscal 1999wasoneof accel er at-
ing eco nomic growth. Theex pan-
sionentereditsninthyear and
moved closer to anew record length.
Real GDPgrew by 4.3 per cent
acrossthefour quar tersof fiscal
1999, which en com passesthefourth
guar ter of cal endar 1998throughthe
third quar ter of cal endar 1999. This
was faster than growth over the pre-
vi ousfiscal year and higher thanthe
average throughouttheex pansion-
ary period.

Growth wasled by strong gainsin
productivity. Af tertrendingupat an
average annual rateof about 1.5 per-
cent from 1974 to0 1995, av er agein-
creasesinlabor productivity accel-
erated by more than a full
per cent age point to 2.7 per cent over
the past 4 fiscal years. In 1999, pro-
ductivity growth pickedupeven
more, to 3.1 per cent over the four
guar tersof thefiscal year. Thisisan
unusuallyfavorableperformanceat
this stage of an ex pan sion when pro-
ductivity growthtypically slows
down fromitsear lier pace. Partly, it
reflectsthecapi tal deepeningthat has
oc curred inrecent yearsdueto rapid
gainsinbusi nessinvest ment, and
partly, it may reflectim provements
inproductionderivingfrominfor ma
tiontech nol ogy. Thefaster rate of
growth of productiv ity hasin creased
overall economic growth and stan-
dardsof living, al lowingtheunem-
ploy ment rateto fall with out a
buildup of inflationary pressures.

Growth in consumer spendingand
busi nessinvest mentincapi tal equip-
ment and soft ware wasvery rapidin
fiscal 1999. Real consumer pur chases
accel eratedto morethan 5 per cent
over the year to post the fast est rate of
increasein 14 years. Higher spending
wasfueledby risingemploy mentand
in comes and higher net worths pri-
mar ily duetotherising stock mar ket.
Pri vateinvest mentin equip ment and
soft ware, whichin creased at dou-
ble-digit rates over the past 7 years,
alsoaccel erated infiscal 1999andre-
corded itsbest year of theex pan sion,
rising by 14.5 percent. Falling prices
for com put ersand other high-tech
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“The expansion entered its ninth

year and moved

closer to a new

record length.”

goodsduetoim provementsinqual ity
andprocessingcapacity contributed
totherapidgrowthinreal invest ment.
A wideningforeigntradedefi citcor
tinuedto off setstrength in other sec-
torsof theecon omy infiscal 1999, al-
though the drag on real GDP
di minished over theyear asex ports
picked up dueto somefirmingin
OVer Seaseconomies.

Labor mar ketsremained strongin
fiscal 1999. Theunemploy mentrate
drifted down from 4.5 per cent at the
start of the year to 4.2 per cent by the
end of fis cal 1999, and dipped even
lower inthefirst quar ter of fiscal
2000. Thesereadingswerethelow est
in a most three de cades. The share of
theworking-agepopulationwithjobs
reached are cord high, and long-term
unemployment fell. The econ omy
added 2.7 mil lionjobsinthefiscal
year, just abit lessthan an nual gains
in the prior 2 fiscal years.

Therateof inflationincreasedin
fiscal 1999 dueto higher oil prices,
butunderlyinginflationary pressures
remainedin check evenwith strong

eco homicgrowthand low unem ploy-
ment. Theaccel erationinproductiv-
ity growth to morethan 3 per cent
helped to hold down costs. The Con-
sumer Price In dex (CPI) rose by 2.6
per cent over thefiscal year com pared
with only 1.4 per cent in fiscal 1998
whenoil pricesfell. Excludingenergy
and food, how ever, growthin con-
sumer pricesslowedto 2.1 per centin
fiscal 1999from 2.4 per centinfiscal
1998.

The Federal Reserve raised
short-term inter estratesinthesecond
half of thefiscal year and againin fis-
cal 2000. These ac tions more than re-
versed ear lier easing movesthat had
been un der takenin 1998 to deal with
temporary financial turmoil bothhere
and abroad. Inraising rates, the Fed-
eral Re serve cited con cernsthat con-
tin ued faster growth in eco nomic de-
mandthaninpotential supply could
fosterinflationaryimbal ances.
Long-terminter estratesmoved
higher over the course of thefiscal
year, damp ening somewhat thevery
strong growth in hous ing.
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Improving Financial Management of the Federal Government

For the first 200 years of the U.S.
Gov ernment’ sexistence,itdidnot
publish consol i datedfinancia reports
otherthanonabudget ary basis. Much
prog ress has been madein the area of
fi nancial managementoverthe3
yearssincetheini tial audited Con sot
i dated Fi nancial Report of theUnited
StatesGovernment. Agenciesarepro-
ducing better re cords and better fi-
nan cial statements. The Y ear 2000
(Y 2K) pro cesshasre sultedin better
systems, andtheJoint Fi nancial Man-
agementImprovementProgram
§ JFMIP) certifi cationprocesshas

orced many ven dorsto pro ducesys-
temsthat moredi rectly meet Gov ern-
mentrequirements. Nonetheless,we
have more to achieve.

Historically, ef fectivemanagement
of theU.S. Gov ern ment hasbeen
ham pered by alack of reli ablefi nan-
cia information. Tohelpimprovethe
integrity of financial information,in
1990the Of ficeof Management and
Budget (OMB), theDepart ment of
the Treasury (Treasury) and the Gen-
eral Accounting Of fice(GAO) estab-
lishedthe Fed eral Accounting Stan-
dardsAdvi sory Board (FASAB) to
devel opaccountingstandards for the
U.S. Gov ernment. Thework of

“Much progress
has been made
in the area
of financial
management . . . "

FASAB augmentstheef fortsof the
JFMIPto strengthen over all Fed eral
financial management.

Thestandardsdevel opedby the
FASAB are now rec og nized by the
Americanlnstituteof CertifiedPublic
Accountants(AICPA) asbeing gen
eralyacceptedaccountingprinciples
(GAAP) for the Fed erd Gov ern ment.
Thisisamajor accom plishment. It
will enhancetheac cept abil ity of our
re ports and will add to the level of fi-
nancial professional ismthroughout
the U.S. Government.

Workingtoissueagency fi nancial
reportsconsistentwith GAAPand to
obtaincleanauditopinions, the Ad
ministrationiscommittedtoimprov-

ingthereli abil ity of Federal fi nancial
information.Achieving an unquali-
fiedopiniononthefi nancial state-
ments of Fed eral agen ciesand the
U.S. Gov ernmentisafirst step. Un-
qual i fiedopinionsleadtothedevel -
op ment of better fi nancial infor ma-
tion which, when provided to
management, will providethebasis
forproducingbetterdecisions.
Agencies and the Gov ern ment asa
whole must con tinueto work toim-
plement systemsthat reportfi nancial
andprograminfor mationquickly and
reli ably, and then must usethat infor -
mation in the stew ard ship of theNa-
tion’ sresources.

TheaccompanyingFinancia Re
port is required by 31 U.S.C.
331(e)(1) and con sists of the Man-
agement’sDiscussionandAnal ysis
(MD&A), Statement of Oper ations
and Changesin Net Po si tion, State-
ment of Net Cost, Bal ance Sheet,
Stew ardshipInfor mation, Notesto
theFi nancia Statementsand Supple-
mental Infor mation. Eachsectionis
pre ceded by adescription of itscon-
tents.

Basis of Accounting and Reporting Entity

Accounting
Standards

Theaccompanyingfinancial state-
mentsgenerally wereprepared
based on GA A Pstandardsdevel oped
by FASAB. Therecentrecognition
of Federal accountingstandardsby
the AICPA asGAAP enhancestheir
acceptability. Thesestandardsform
thefoundationfor preparingconsis
tentand meaningful fi nancial state
mentsbothforindividual Federal
agenciesandtheGovernmentas a
whole.

“The recent recognition of Federal

accounting standards by the AICPA as
GAAP enhances their acceptability...”

GAAP for theFed eral Gov ern
ment istai lored to the U.S. Gov ern-
ment’ suniquecharacteristicsand
special needs. For ex am ple, land not
usedinU.S. Governmentoper ations
(stew ard shipland), weapon systems
and sup port prop erty used inthe per-
for manceof mil i tary missions,and
vesselsheld aspart of the National
DefenseReserveFleet (national de

fense as sets) arereportedinthe
Stewardshiplnformationsection
rather than val ued ontheBal ance
Sheet. TheGov ernment’ sresponsi-
bil i tiesand pol icy commitmentsare
much broader than the re ported Bal -
anceSheetli abilities. Theyinclude

thesocial insur anceprogramsdis-
closedintheStew ard shipInfor ma-

tionsection, as well as awide range
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Accounting
Standards, cont.

of other pro gramsun der which the
Governmentprovidesbenefitsand
ser vicesto the peo pleof thisNation.
Stan dardsthat wereimplemented
infiscal 1999 at the Governmentwide
level requirereporting of annual Fed -
eral ex pensesfor stew ard shipinvest-
ments. These al so are ex am ples of
standardstai loredtothespecial char -

acteristicsof theU.S. Gov ernment.
Suchinvest mentsinclude:

* Non-Federal physi cal prop

erty; theFederal invest mentin
prop er ties owned by State and
local governments(e.g., high-

waysand air ports).

* Humancapital;investments
ineducationandtraining pro-
grams fi nanced by the U.S.
Gov ernmentforthebenefit of
thepublic.

* Researchanddevel opment;
theU.S. Gov ernment’sinvest

mentsin basic and ap plied
researchanddevel opment.

Theannual ex penserelatedtothese
invest mentsin cludedinthe State-
ment of Net Cost issep arately re-
portedinthe Stew ard ship Infor ma.
tionsection.

A new accountingstandard, which
becameef fectiveforfiscal 1999, re-
guiresthat deferred maintenancebe
presentedasrequiredsupplementary
information. Reportingdeferred
maintenancehighlightsthereal ity
that itisan ex pected cost, which has
not been paid.

Accrual Basis

Thesefi nancial statementsof
the U.S. Gov ernment arepre-
pared based on GAAP that re-
quiresusingtheac crual basisof
accounting. Undertheaccrual
basis, transactionsarereported
when theeventsgivingriseto
thetransactionsoccur, rather

than when cashisreceived or
paid (cash basis). Incontrast,
Federal budgetaryreportingis
generally onthecashbasisin
ac cor dancewith ac cepted bud
get con cepts.

Themostsignificantdif fer-
ence be tween these two bases
involvesthetimingof rec og ni
tionand measurement of rev e
nuesand costs. For ex ample,
GAAPrequiresrecognitionof

li abilitiesforcostsrelatedtoen-
vironmental cleanupwhenthe
eventsrequiringsuch costs oc-
cur. By contrast, cur rent bud get
conceptsrecoghnizesuchcosts
later, at the time pay ment is
made. The ef fects of these dif-
ferencesarereflectedinthe
Reconciliation of the Ex cess of
Rev enueOver Net Costtothe
Unified Bud get Sur plus, inthe
Supplemental Infor mationsec-
tion of thisFi nancia Report.

Coverage

Thefi nan cial state mentscover theex ec utive branch, aswell as parts of

thelegislativeandjudi cial branchesof theU.S. Gov ern ment. A list of the
signifi cantenti tiesincludedinthesefi nancial statementsisintheAp pert
dix. Infor mationfromthelegislativeandjudi cial branchesislimited be
causethoseenti tiesarenot required by law to submit com prehensivefi nan
cia statement infor mationto Treasury. Duetoitsindependence, theFederal
Reserve Systemisex cluded. Inad di tion, Gov ern ment-sponsored but pri
vately owned en ter prises (such as Fed eral Home L oan Banks and the Fed-
eral National Mort gageAssoci ation) areex cluded.

Financial
Results

Theex cessof revenueover net
costfigure(accrual basis) contained
inthesefi nan cial statementsfor fis-
cal 1999is$76.9bil lion. Infiscal

1999, therewasauni fied bud get sur-
plus(pri marily on the cash basis) of
$124.4bil lion. The pri mary com pa
nentsof thedif fer encethat havebeen
identi fiedareprinci pal pay mentsof
pre-credit re form loans, $32.4 bil-
lion; decreasesintheliabil ity for
veterancompensationandburial
benefits, $94.9hil lion; decreasesin
the liabilityformilitary employee
benefits,$31.1bil lion;increasesin

theliabilityforcivilianemployee
benefits, $41.6 bil lion; increasesin

environmental li abil i ties, $88.7 bil

lion; and, increasesincapitalized
fixed assets, $41.5 bil lion. For more
infor mationonthedetailedreconcil

i ation, seetheReconciliationofthe
Ex cessof Rev enue Over Net Cost to
the Unified Bud get Sur plusinthe
Supplemental Informationsection.
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Revenue and Expense Summary

Revenue

Non-exchangerev enueisaninflow
of resourcestothe Gov ernment that
theGov ernmentdemandsor receives
by do nations. Theinflowsthat it de-
mandsin cludetaxes, duties, finesand
penal ties. Non-exchangerevenueis
theU.S. Gov ernment’ spri mary
source of revenue and totaled
$1,822.4 bil lionin 1999. Morethan
95 per cent of thistotal came fromtax
receipts, withtheremainder coming
from customsdutiesand other mis-
cel laneousreceipts.

Earned revenuesareinflowsof re-
sourcesthat arise from ex change
transactions; for ex ample, whenthe
U.S. Gov ern ment sellsgoods or ser-
vicestothepublic. During 1999, the
U.S. Gov ern ment earned $192.6 hil -
lioninex changerev enue. Of these
revenues, $182.1bil lionisoff set
against the gross cost of the re lated
functionstoarriveatthefunction's
net cost. TheU.S. Gov ern ment also
earned $10.5 bil lion that was not off -
set against the cost of any function
(e.g.,roy a tiesontheOuter Conti nen-
tal Shelf lands).

Expenses by Function

Thenet cost of U.S. Gov ern ment
operationswas$1,756.0bil lionfor
1999. Net cost rep re sentsthe gross
costof operationslessattributable
earned rev enues. The Statement of
Net Cost reflectsthe cost in curred
tocarry out thenational pri ori ties
identi fied by the Presi dent andthe
Congress. The functions and
subfunctionsusedtoac cumulate
costsassoci atedwiththenational
prioritiesareidentifiedinthePresi-
dent’ sbud get and de scribed in de-
tail intheSupplemental Infor ma-
tionsection of thisFi nancial
Report. Theaccompanyingchart
presentstheper cent age of thenet
costof U.S. Gov ernment oper ations
represented by each of theU.S.
Government’ smajor functions.

Components of Revenue
by Major Source

3.5%

2.1%

1.4%
1.3%

0.9%

72.3% Individual income
tax and tax
withholdings

9.6% Exchange
revenue

9.0% Corporate
income tax

3.5% Excise tax
2.1% Miscellaneous

1.4% Estate and
gift tax

1.3% Unemployment
tax

0.9% Customs duties

De tail may not add
to to tals due to round ing.

Net Cost by Major Function

Human
resources

23.5% National
defense

13.1% Interest

6.4% Other
functions

5.4% Physical
resources

De tail may not add to to tals due to round ing.
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Asset and Liability Summary

Major Categories
of Assets

33.8% Property, plant and equipment
20.8% Loans receivable
19.6% Inventories and related property

13.0% Cash and other monetary assets
6.1% Other

4.0% Accounts receivable
2.6% Taxes receivable

De tail may not add to to tals due to round ing.

Major Categories of Liabilities

—
—

/

o

/ 37.6%

52.6% Federal debt held
by the public

37.6% Federal employee and
veterans benefits

4.5% Environmental and
disposal liabilities

2.4% Other liabilities

1.2% Accounts payable

1.1% Benefits due and payable
0.5% Loan guarantee liabilities

De tail may not add to to tals due to round ing.

Assets

Theassetsof theU.S. Gov ernment
aretheresourcesavail abletopay li a
bilitiesortosatisfyfutureservice
needs. Theaccom pany ing chart de-
picts the major categoriesof reported
assetsasof Septem ber 30, 1999, asa
per centageof reportedtotal assets. De-
tailedinfor mationabout thecom po
nentsof theseasset cat egories can be
foundinthe Notesto the Fi nancial
Statements.

Theassetspresented ontheBal ance
Sheet arenot acom prehensivelist of
Federal resources. For example, the
U.S. Gov ern ment’ smost im por tant fi-
nan cial resource, itsabil ity totax and
regulatecommerce, cannot bequanti-
fiedandisnotreflected. Nat ural re-
sources, stewardshipland (national
parks, for estsand graz ing lands), na-
tional defenseassetsand her i tage as-
stsareother ex amplesof resources
that are not in cluded in the $883.0 hil -
lion of Fed eral assetsre ported onthe
Bal ance Sheet at theend of fiscal 1999.
Ascanbeseen, signifi cant assetsof the
Federal Governmentarenotreflected
on the Bal ance Sheet.

Liabilities

At the end of fiscal 1999, the U.S.
Governmentreportedliabilitiesof
$6,909.2bil lion. Theseli abil i tiesare
probableand measur ablefutureout
flowsof resourcesarising out of past
transactions or events. Thelarg est
componentoftheseliabilities
($3,631.6hil lion) isrepresented by
Federal debt securitiesheld by the
public. Thenextlargest component
(%2,600.7 bil lion) relatesto pension,
disabil ity and health care costsfor
Federal civilianandmilitary em-
ploy eesaswell asfor vet er ans. In
cludedinthiscom ponentisaDepart
ment of VeteranAffairsprogram
whereby vet er ansor their de pend
entsreceivecompensationbenefitsif
thevet eran wasdisabled or died
from militaryservice-connected
causes. Changesintheassumptions
forthisactuarial liabilityresultedin
ali abil ity decreaseof $94.9bil lion.
Anotherliabil ity, whichwill likely
requiresubstantial futurebudgetary
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resourcestoliqui date,isrelatedto environmental
cleanupcostsassoci atedwithenvironmental dam-
age/contami nation. Asof September 30, 1999, thecost of
cleaningupenvironmental damage/contamination
acrossGov ernment programswasesti mated tobe$313.2
bil lion, anin crease of $88.7 bil lion from 1998.

Theaccompanyingchart presentstheper centageof te
tal Federal li abil i tiesrep resented by each of thecat ego-
riesof li abil i tiesreported ontheBal ance Sheet. Ad di-
tional detailsabout theU.S. Gov ern ment’ sreported
liabilitiescan befoundinthe Notesto the Fi nancial
Statements.

Long-term Budgetary Outlook

Thelongertermeconomicand
budget outlookisfavorable—even
more so than only afew years ago.
Withprudentfiscal pol icy, thebud-
get couldremaininsur plusfor many
decades. TheAdministrationpro
jectsbud get sur plusesin 2000 and
throughoutthecustomary 10-year
bud get window. How ever, such pro-
jectionsareinherentlyuncertain,
because, whileprudentfiscal pol icy
can saf e guard our hard-earned pros-
perity, sotoo canreck lesschoices

dissi patetheben efitsof thebud get
disci plinethatisresponsi blefor our
ongoingsuccess.

There are foreseeablechal lenges
thatwill threatenbudgetary stabil ity
inthe 21% cen tury. Inlessthan 10
years, the “baby-boomers”—the
largegener ationbornbetween 1946
and1964—will becomeel i gi blefor
early retirementunder Social Secu
rity. In the space of two de cades, the
el derly’ sshareof theU.S. popula
tion will jump from around 13 per-

centto 21 per cent. Thisdemo-
graphic bulgewill put pressureon
the Federal budget through
MedicareandSocial Security. Fis-
cal disci pline—payingdownthe
debtandreducingoreliminatingin
ter est pay ments—improvesthe
long-runbudget bal ance. Addi tional
reformssuchastheAdministration
proposalsdescribed below, will be
needed to strengthen So cial Se cu-
rity and Medicare. Addi tional infor-
mationonreceipt andoutlay esti-
mates can befoundin the Cur rent
Services Assessment inthe Stew-
ardshipInformationsectionof this
Financial Report.

Financial Condition of the Medicare Trust Funds

Twotrust fundshavebeen estab lished to fi nancethe
Medicareprogram. The Medicare Part A Hospi tal In sur-
ance Trust Fund isfi nanced by a 2.9 per cent tax on wages
andsal ariesrequiredto bepaid equally by em ploy eesand
employ ers. TheMedicarePart B Supplementary Medi cal
Insurance Trust Fund re ceivespremium pay mentson be-
half of M edicarebenefi ciarieswhohaveelected cov er age.
TheBal anced Bud get Act of 1997 pro videsthat the
Medicare Part B premium is set at alevel that will cover
25 per cent of pro gram costs. Theremain der of thepro-

gramcostisfunded by congressional appropri ations.

The 1999 Trustees' Annual Report projectsthat the
Medicare Part A Trust Fund' s as setswill be de pleted by
2015usinginter medi ateor “ best esti mate” assumptions.
TheAdministration haspro posed changesthat will ex tend
that date by at |east ade cadeto at least 2025. Ad di tional
infor mation about the Medicarepro gram canbefoundin
the Stew ard ship Infor mationsectionof thisFi nancial Re
port. At thetimethisre port was pre pared, the 2000
Trustees' Annual report wassched uledtobereleased on
March 30, 2000. It’ srevised esti mateswill dif fer from
thosere ported the pre vi ous year, which have been in
cludedinthisFi nancial Report.

Financial Condition

of the Social Security Trust Funds

Two trust funds have been estab-
lished by law to fi nance the So cial
Security program (OASDI): Federal
Old-Age and Survivorslnsurance
(OASl)andFederal Disabil ity Insur-
ance(DlI). OASI paysretirement and
survi vorshenefitsand DI paysbene-
fitsaf ter aworker becomesdisabled.
OASDI revenuesconsistpri marily

of taxeson earn ingsthat are paid by
employ ees, theiremploy ersandthe
self-employed. OASDI alsoreceives
rev enuefromtax ation of some So-
cial Security benefits. Revenuesthat

are not needed to pay cur rent ben e-
fitsoradministrative expensesare
investedinTreasury securitiesto

earninter est for thetrust funds. The

Board of Trustees of the OASI and
DI Trust Funds providesthePresi-
dent and the Congress with
short-range (10 years) and
long-range (75years) actuarial esti-
mates of each trust fund. Be cause of

theinher entuncertaintyinesti mates
for aslong as 75 years into the fu-

ture, theSocial Security Trustees
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usethreeal ter native setsof eco
nomic anddemographicassumptions
toshow arangeof possi bil i ties. Most
analystsusetheTrustees inter medi
ateor “best esti mate” set of assump-
tionstoeval uatethefi nancial condi
tion of theSo cial Security program.

Under currentlegislationandusing
intermediate assumptions, the
Trusteesesti matedintheir 1999 re-
port, released on March 30, 1999, that
by 2014 cash disburse mentsfor the
programs will ex ceedcashreceipts
and by 2034 the com bined trust fund
assets, primarilyinvestmentsinTrea
sury securi ties, will beex hausted.
With no changein the pro gram, in
2014 thetrust funds are ex pected to
beginusinginter estontheirinvest
ments to cover the cash short fall and
topay ben efits. Starting in 2022, they

“The Administration
has proposed plans
that would extend the
life of the trust funds
to at least 2050 . . .”

wouldbeginredeemingtheirinvest
mentsinTreasury securitiesto
pro videthe needed fund ing. In 2034,
trust fund as setswould be ex hausted;
atthattime, dedi catedtax rev enues
would be suf fi cient to pay only ap
proxi mately 71 per cent of thebenefits
due. At thetimethisre port was pre-
pared, the Trustees’ An nual Re port
was sched uled to bereleased on

March 30, 2000. Itsrevised esti mates
will dif fer fromthosereported the
previ ousyear, which have beenin
cludedinthisFi nancial Report.

TheAdministration has proposed
plansthat would ex tend thelife of the
trust funds to at least 2050, and in
tends to work with Con gress on a bi-
par ti sanbasistoenactlong-term So.
cial Security sol vency andreform.
Acting sooner rather than later to ad
dress the long-term financingneeds
of the pro gram will makethere
quired changeslesssevereand dis
ruptiveand ensurethat Social Secu-
rity works as well for future
gener ationsasit hasfor pastgener a
tions. Additional infor mationabout
theSocial Security programcanbe
foundintheStew ard shipInfor mation
sectionof thisFi nancial Report.

Improving Government Management Overall

Inadditiontoimprovingfi nancial
man agement, theFed eral Gov ern
ment hasinrecent yearsdevoted
substantial ef fortstoimproving
other ar easof management. These
ef fortsareestablished and reported
annually by OMB asPri ority Man
agement Objectives(PMQs). Coor-
di nated, sustainedandintensive
managementini tiativeshavebeen
designedtoaddresstheissuesinthe
accompanyingtext.

Real progresshasbeen madeto
improveprogramimplementation
and ex ecutionthrough out the Gow-
ern ment, on both aGovernmentwide
and agency-specificbasis. For ex am-
ple:

Man aging the Year 2000 (Y2K)
computer problem. TheAdministra
tion’sfirst and foremost man age
mentobjectivewastoresolvethe
Y 2K com puter problem. Y 2K posed
thesinglelarg est tech nol ogy man
agement chal lengeinhistory. The
Federal Government’ stransition
through the date changewas, beyond
all expectations,remarkablytrouble
free.

Modernizingstudentaiddelivery.
Signif i cant prog resswas made mod-
ernizingstudentaidbenefitdelivery

“Coordinated, sustained and intensive
management initiatives have been designed
to address the issues . .."”

by ex pandingelectronicaccessto
benefitsandservicesandreforming
contracting, systemsdevel opment,
and programover sight practices.
Thenew per for mance-based or gant
zation, createdin 1998, hired achief
oper atingof fi cer, assessed customer
needs, devel opedasystemsmodern
izationblueprint,issueda5-year
performanceplanandreor ganized
the staff into three ser vice-oriented
chan nelsfor students, schoolsand fi
nancial institutions.

Reengineeringthenatural ization
processandreducingtheciti zenship
applicationbacklog.The De part
ment of Justice’ sImmi grationand
NaturalizationService(INS)rede
signeditsnatural ization processto
streamlineandautomateoper ations,
and si mul taneously reduced aback
log of morethan 1.8 mil lionap pli ca
tionsfor citi zenship.In1999, INSre

duced the back log by more than
500,000 ap pli cations, and theav er
ageprocessingtimebetweenappli-
cationandnatural izationof qual i-
fied can di dateshasbeenreduced
from 27 monthsin 1998 to 12
monthsin 1999. INSex pects per for
mancetoim provefur ther.

Improving man agement of thede-
cennial census. The Bu reau of the
Censusinthe De part ment of Com
merceensuredthatthenecessary
sup port structure—whichincludes
openingdatacapturecenters, re
gional censusof ficesandlo cal cent
sus of fices; print ing forms; estab
lishingatelephonequestionnaire
assistanceprogram; printinglan-
guageassistanceguides; andrecruit-
ingandtrainingtemporary census
work ers—wasestablishedand
tested and ready for op er ation.
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Priority Management Objectives

Strengthening
Governmentwide Management

Useper for manceinfor mationtoimproveprogram
man age ment and make better bud get deci sions.

Improve financial management information.

Usecapi tal planningandinvest ment control tobetter manage
informationtechnol ogy.

Providefor computer security andprotectcriti cal infor mation
infrastructure.

Strengthenstatisti cal programs.

Implementacqui sitionreforms.
Implementelectronic Gov ernmentini tiatives.

Better manageFederal fi nancial portfolios.

Align Fed eral hu man re sourcesto sup port agency goals.
Ver ify that theright per sonisget ting theright ben efit.
Stream lineand sim plify Fed eral grant man age ment.
CapitalizeonFederal energy ef fi ciency.

Improving Program Implementation

13.
14.

15.

16.
17.
18.

19.
20.

21.
22.
23.
24.

Modernizestudentaiddelivery.

Improve the Depart ment of Energy’ s(DOE’S) program
andcontractmanagement.

StrengthentheHealth CareFi nancing Administration’s
(HCFA’s)management capacity.

Im plement Housing and Human Devel opment (HUD) reform.
Reformmanagementof Indian Trust Funds.

Implement Federal Avi ationAdministration(FAA)
managementreforms.

Implement Inter nal RevenueService(IRS) reforms.

StreamlinetheSocial Security Administration’ s(SSA’s)
disabilityclaims process.

RevolutionizeDepart mentof Defense(DOD) busi nessaf fairs.
Man agerisksinbuilding thelnter national Space Station.
Improve securityatdiplomatic facil i tiesaroundtheworld.

Reengineer thenat ural ization pro cessandreduce
theciti zenshipappli cationback|og.

Systems,
Controls
and Legal
Compliance

TheFederal Government
facesdauntingproblems in
modernizingitsfi nancial man.
agement systems. Changing
tech nol ogy, aswell aschang-
inginfor mationneeds, areoc-
curringsorapidly that tech nol-
ogy advances in today’'s
systemsbecomeobsoletewith
identi fi cationof new dataand
systemsrequirements. The
cor ner stoneof soundfi nancial
management, as well as
performancemeasurement, is
accurate, timely anduseful in
for mation. Many Fed eral fi-
nancial systemsaresimply
unabletoprovidethedata
needed to managepro grams
and makegood deci sions. The
Government needs to up grade
and re place many of itsfi nan-
cial management systems.

TheFederal Fi nancial Man-
agementImprovementAct
(FFMIA) pointed out that the
development of fi nan cial man-
agement systemsthat sup port
GAAPwillimproveFederal
financial management. I m-
provementinfi nancial sys
temsde pends upon: (1) an en-
vironmentinwhichfinancial
managementsystemscan be
successfully planned, devel-
oped, op er ated and main
tained; (2) Governmentwide
systemsrequirementsthat sup-
portinformationstandards;
and (3) theavail abil ity of sys
temsthat meet the Gov ern-
mentwidesystemsrequire
mentsarticulatedin FFMIA.
FFMIA sup portsand com ple-
mentsthe Chief Fi nan cial Of-
fi cers(CFO) Act, theGov ern-
ment Performance and
Re sults Act, and the Gov errr
mentManagement Reform
Act. Itestablishesin stat ute
certainfinancial management
systemrequirementsthat are
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Controls and Compliance, cont.

al ready established by theex ecutive
branch. Specifically, Fed eral sys
tems must com ply with Fed eral Fi-
nancial Management Systemsre
quirements, Federal Accounting
Standardsandthe Standard General
Ledger, at thetransaction level.
The CFO Council, OMB, Trea-
sury, the Joint Fi nan cial Man age
ment Improvement Program
(JFMIP) and Fed eral agenciesare
all workingtoimplementcriti cal
improvementstoFederal fi nancial
management systemsinsix ar eas:
(1) planningandinvest ment; (2)
Governmentwide and agency fi nan

cial managementsystemsinfra
structures; (3) comprehensivedata
requirements; (4) comprehensive
functional requirements; (5) indus
try part ner ships; and (6) systemsde
ploy ment.

Thispast year, JFMIPimple
mented apro gram of com prehen-
sivetest ing of ven dor core systems
todeterminecompliancewith
JFMIP stan dards. Ninesystemsin
volv ing seven ven dors have passed
therig or oustests. Only those sys
temscerti fied by JFMIPascom pli-
ant may be pur chased by pro gram
agenciesasof October 1, 1999.

Numer ousstronginter nal con-
trolsexistover Fed eral assets.
Thesecontrolsincludetheexis
tenceof astat utory bud get and cen-
tral ized cash man agement, debt and
disbursement functions. In ad di-
tion, Treasury’ sFinancial Manage-
ment Ser vice (FMS) publishesthe
“Monthly Treasury State ment of
Receiptsand Out lays of the United

StatesGov ernment” (MTS), asum-
mary state ment pre pared from

agency accountingreports. The

MTSpresentsthereceipts, outlays,
resultingbudget sur plusor defi cit,

and Fed eral debt for the month and

thefis cal year-to-date and com-
pares those fig ures to the same pe-

riodinthe previ ousyear.

Financial Management Challenges

GAO hasreportedthat seri ousfi-
nancial managementimprovement
chal lengesfacetheU.S. Gov ernment.
Thecentral chal lengetoproducing
reli able, useful andtimely data
through out the year and at yearend is
over haulingfinancial andrelated
managementinfor mationsystems.
Agenciesalso must ad dressproblems
with fundamental recordkeeping,in-
com pletedocumentationandweak
inter nal controlsbeforetheir systems
canproducereli ableinformationon
anongoingbasis.

Auditsof agency fi nancial state-
mentsdisclosedefi cienciesthatim
pede com pli ancewith GAAPand, ac-
cordingly, improved financial
management. Asaresult, despite
prog ress over the past year, GAO
againwasunabletorender anopinion
on the reliability of the
Governmentwide financial state-
ments. Thefol lowingex hibit illus-
tratesagency progresstoward un-
qualifiedauditopinionsontheir
fi nancia statements. (Auditsfor all of
the 24 major agen cieswerenot re-
quired until fiscal 1996.)

In 1996, only six agen cieswere
abletoobtaincleanopinions. In 1999,
13 (and ul ti mately per hapsasmany as
15) agenciesreceived cleanopinions

“While efforts
have been
substantial and
there has been
real progress,
the task
isextremely
large . . .”

and4 oth ersreceived qual i fied opin
ions. Thisleavesonly five agen cies
withdisclaimed opinions, acondi tion
wheretheau di torsareun abletoren
deranopinion, gener ally becauseof
deficienciesin theac countingre
cords. How ever, in afew cases, agen
ciescould not preparetheir fi nancial
statementsintimefor theau ditstobe
completed within the March 1
timeframe. A total of sevenagencies
made someim prove ment in their au
dit opinionsand four morethan last
year submittedtheir statementsby the
duedate. Whileef fortshave been
sub stantial andthere hasbeenreal
prog ress, thetask isex tremely large
and has been ham pered by Y 2K work

receivingthebulk of systemsre-
sourcesin1999. Addi tional progress
is ex pected in 2000.

While prog ress has been made, re-
cent auditsdisclosed that major agen
ciescontinueto have seri ous short-
comingsinfinancia management
reportingandsystemsthat preclude
theirfinancial reports from beingaur
ditedandreceivingunqual i fied opin
ions. Theseagenciesmust satisfacto-
rily ad dresstheseproblemsin or der
toreceiveanunqual i fiedopinionon
their fi nan cial state mentsand for the
U.S. Governmenttoreceivean un-
qualifiedopiniononitsfinancial
statements.

Withrespect tointragovernmental
transactions, thechal lengeper tainsto
identifyingandeliminatingtransac-
tionsbetween agen cies. Theauditsof
theU.S.Government’ sfinancial
statementsfor fiscal 1997 through
1999 disclosed that agen ciescould
notef fectivelyidentifytransactions
with other agen cies so they could be
elimi nated for Governmentwidere-
porting. If thesetransactionsare not
properly elimi nated, total U.S. Gov-
ernmentassets, li abilities,revenues
and ex penseswill bemisstated by the
amount of thesetransactions.
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CFO Act Agency Audit Opinions
on Financial Statements

Challenges,
Agency | 1996 1997 1998 1999
cont.
USDA
L Commerce
Duringfiscal 1999, Treasury cort
tinued to focus on resolving DOD
intragovernmental transactionis Education
sues. Forfiduciary bal ancestotaling ‘
over $2tril lioninvolvingtheBureau DOE
of thePub lic Debt and the Fed eral HHS | |
Financing Bank, virtually al of the
accountingdifferences have been HUD |
explained so that these transactions DOI o
canbeelimi nated. Progressalsohas .
been maderegardingintragovern- DOJ __““"““I“
mental buy ingandsell ingtransac DOL
tionsby usingarevisedelimi nation
method ol ogy, but work remainsto State
be done in this area
Treasury continuestoassist agen DOT
ciesinreconcil ingtheirfundbal ance Treasury I“I"“““Il
amount with the amount re ported by VA ”””H””l ‘
Treasury. Duringthispast year, Trea-
suryissued pol icy statementsand AlD _
guidelinesforaccomplishingthe
reconciliation. Reconcil i ationisan EPA | | | | | | | ‘ | | | | | I““““““'
ongoingaccountingfunction,and FEMA
agencieshavemadesignif i cant
stridestoinsti tutionalizetheprocess. GSA
NASA
opinions NSF
Qualified OPM
opinions SBA
Opiniondisclaimers SSA
5 Agencies that have Tota
) not yet filed. unqual i fied 6 11 12 13
Additional detailsabouttheinfor mationcontainedinthesefi nancial
Additional statementscan befoundinthefi nancial statementsof theindi vid ual
: agencieslistedintheAppendix. Inaddi tion, related U.S. Gov ernment
Information publi cationssuch asthe® Bud get of the United StatesGov ernment,” the

“Treasury Bul letin,” the* Monthly Treasury Statement of Receiptsand
Out laysof the United States Gov ernment,” the“Monthly State ment of
the Public Debt of the United States,” and the Trustee’ sre portsfor the So-
cial Security and Medicare pro gramsmay beof inter est.




